APPENDIX 8

I. AUTHORITY TO REGULATE UNDERWRITING GUIDELINES IN THE

NORTHEAST
A. Connecticut

Title 38a of the Connecticut General States authorizes the Insurance Department to regulate the
state’s insurance industry.

Conn. Gen. Stat. §38a-689 establishes the process by which underwriting guidelines are
evaluated by the Department. Insurers are required to file their underwriting guidelines with the
Department. The Department has 30 days (plus a 30-day-extension) to review and approve the
filing. If the Department does not act on a filing, it is deemed approved and the company may
use the filing. If, after a review of the filing, the Department determines that the underwriting
guidelines are unfairly discriminatory in accordance with Conn. Ger. Stat. § 38a-824 and Conn.
Agencies Regs. §§ 38a-824-3-2, the Department will disapprove the filing. The insurer, in
accordance with Conn. Gen. Stat. § 38a-19 has a right to a public hearing and a right to appeal
the decision of the hearing officer to the Superior Court.

In 2000, the Department reissued Bulletin PC-43 (formerly Bulletin PC-24, November 2, 1993)
which clarified the Department’s prohibition against discriminatory underwriting guidelines.
This bulletin states, in part, “If companies have underwriting guidelines in which homeowners
coverage is refused to risks located within a specified number of feet from the coast or shoreline,
without consideration of other legitimate underwriting criteria, it is [the Department’s] position
that such guidelines show a general practice of refusing to issue homeowners policies solely
because of the fact that a risk is located in a particular geographic area.” !

Based on the above referenced statute, regulation and bulletin, the Department allows insurers to
consider the geographic location of a property as one of many factors it uses to determine how
that property will be underwritten and priced.” However, carriers are prohibited from
discriminating against a property solely because of its geographic location. For coastal
properties, this means that carriers can consider the proximity of the property to the water and
can require reasonable underwriting guidelines and rates related to the risks of coastal
homeownership. For example, companies can require flood insurance if the property is in a flood
plain. Or, companies can require wind deductibles or loss mitigation control measures (roof tie-
downs, hurricane/storm shutters or hurricane resistant laminated glass windows or doors) if the
property could face severe wind losses.

B. Massachusetts

Massachusetts insurers are permitted to non-renew policies and decline writing new business
based on the geographic location of the property.

C. Rhode Island

! Insurance Department Bulletin No. PC-43 (2000).




In Rhode Island, as in Connecticut, insurers cannot cancel or non-renew policies because of the
geographic location of the property. * In contrast to Connecticut, Rhode Island insurers are not
required to file their underwriting criteria with the Department and the Department does not
review underwriting criteria. Rhode Island law allows insurers to establish reasonable
underwriting criteria such as mitigation loss control measures including: storm shutters, roof tie-
downs and impact resistant glass.* In addition, underwriting criteria need to specify the
properties subject to the guidelines and the mitigation measures required. If the Department is
concerned about a specific mitigation measure, companies must be prepared to demonstrate to
the Department how the mitigation measure affects the risk assumed.’

D. New Hampshire

New Hampshire requires homeowners insurance filings to be filed with the Department to the
extent that they are necessary to determine rates. New Hampshire’s redlining statute prohibits
insurers from refusing to insure risks solely because of the geographic location of the risk.°

E. New York

New York does not have the authority to approve underwriting guidelines. However, the New
York State Insurance Department is required to approve windstorm deductibles.” In addition,
insurers are required to disclose the amount of any wind deductible, the circumstances under
which the deductible applies.®

In addition, its redlining laws prohibit insurers from discriminating against a property based
solely on its geographic location.” In addition, its redlining laws prohibits insurance carriers from
non-renewing agent contracts if the decision is based solely on the geographical location of the
agent or of the risks for with coverage is afforded through the agent. It also reguires carriers to
give specific reasons for the termination or non-renewal of an agent contract.!

New York law also gives insureds, agents and brokers the right to file a complaint with the
Department in the event the insured cannot obtain homeowners insurance or the agent is unable
to seek insurance due to the geographical location of the property when the decision is not based
on an application of sound underwriting and actuarial principles reasonably related to the actual
or anticipated loss experience.

New York also requires insures to reduce its rates on premium where certain loss mitigation
measures have been made by a policyholder to his or her dwelling."!

*RIG.L §§ 27-29-4.1, 29-27-4 (7)(iii).
: RI Insurance Bulletin No. 2006-5.
Id.
*N.HRS. §417:4.
7 NY Circular Letter No. 11 (September 14, 1993) and (supp. October 27, 1993)
$ Superintendent Gregory V. Servio, Report by the T emporary Panel on Homeowners Insurance Coverage (2001) at
12, citing NYSID Reg. No. 159,
"N.Y.CLL. § 3429
N.Y.CL § 3343
"' NYSID Reg. No. 57.




Finally, New York requires that homeowners policies contain language stating that it is illegal to
engage in redlining based on the geographic location of the risk or the producer and further
advising that the insured may file a complaint with the Department if he or she feels this law has
been violated.

I1. ALTERNATIVE MARKETS
A, Connecticut

The FAIR Plan is Connecticut’s “insurer of last resort.” If a homeowner is unable to purchase
insurance through the standard or surplus lines markets, he or she can purchase a dwelling fire
policy through the FAIR Plan, which is not as comprehensive as a homeowners policy.
Consumers looking wind coverage can purchase it separately.

The FAIR Plan is funded by policyholder premiums. But, if losses to the plan are greater than the
premium collected, the admitted market is assessed for the difference based on its market share.
In accordance with Conn. Gen. Stat. §38a-688, its rates cannot be excessive, inadequate, or
discriminatory. They are subject to prior rate approval by the Department.

B. Massachusetts

Massachusetts offers a comprehensive homeowners policy that is similar to those which can be
purchased in the standard market. The Massachusetts Department of Insurance sets its rates.

C. Rhode Island

Rhode Island offers a comprehensive homeowners policy that is similar to those which can be
purchased in the standard market. They also offer all endorsements that are associated with
standard market policies such as offering replacement of costs of the dwelling and its contents.'?

The Rhode Island FAIR Plan takes a market-based approached to setting its rates. The rates are
set just as the standard market sets its rates, i.e. based on the loss exposure of their properties.'

D. New York

In 1996, New York established a voluntary Coastal Market Assistance Program (C-MAP) in
certain coastal counties within a specified distance from the shore. If there is inadequate
voluntary participation by the insurance industry, the Department has regulatory authority to
authorize the FAIR Plan to issue a homeowners policy. In addition, participating insurers are
required to accept one in every four risks.'*

" RI.G.L. Title 27, Chapter 27-33, Insurance Regulation 15.
" RI Insurance Bulletin No. 2006-5. :
' See Appendix 12.



E. New Jersey

New Jersey offers a voluntary WindMap program. However, the WindMap does not contain
enforcement mechanisms to incentivize participation.'®

F. Delaware

Delaware also operates a FAIR Plan. Until recently, consumers could purchase a $250,000
policy to cover the home and its contents. Now, that amount has increased to $500,000."¢

P N.JP.S. §17:37A 1-22
' HB 712 (1968).
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. Connecticut FAIR Plan

Sec. 38a-328-1. Purpose of program _ _

(@) To make basic insurance available, subject to the conditions bereinafter stated;

(b) To establish a Connecticut FAIR (Fair Access to Insurance Requirements)
Plan, and a joint underwriting facility to apportion and distribute risks equitably
among insurers in the manner and subject to the conditions hereinafter stated as per
Title 38a of the Connecticut General Statutes.

(Effective September 25, 1992)

Sec. 38a-328-2. Effective date

(a) The program shall become effective on September 1, 1969 and as amended
thereafter, . )

(b) The program is intended to conform with the applicable provisions of the
Urban Property Protection and Reinsurance Act of 1968, as amended (P.L, 90-448),
hereinafter referred to as the “‘Act,”” and Connectiqut law. .

(Effective September 25, 1992)

Sec. 38a-328-3. Definitions :

(a) “‘Insurer’” means any insurance company or other organization licensed to
write and engaged in writing property insurance business, including the property
components of multi-peril policies, or liability coverage. Such liability coverage is
limited to those forms of insurance available on the noimal voluntary market for
single family, two family, three family or seasonal dwellings-of not more than three
families, on a direct basis, in this state, except where such insurer is specifically
exempted from participation in this program. o '

(b) ““Servicing insurer’’ means (1) the Connécticut FAIR Plan or (2) any insurer
who enters into an agreement with the FAIR Plan to issue and service policies on
risks referred to it by the FAIR Plan. ) o

(¢) “‘Basic insurance’ means coverage against direct loss to real and tangible
personal property at a fixed location including insurance against direct loss to
property which is being constructed or rehabilitated (builder’s risk coverage), that
is provided in (1) the standard fire insurance policy of the State of Connecticut, (2)
the extended coverage endorsement, and (3) vandalism and malicious mischief and
sprinkler leakage insurance, as well as coverage against liability arising from the
ownership, mainténance and use of such property. Liability coverage shall be limited
to those forms of insurance available on the nérmal voluntary market, for single
family, two family, three family or seasonal dwellings of not more than three
- families. Upon recommendation of thé governing committee ‘and approval of the
insurance commissioner, the program may be extended to include such additional
lines of insurance as may be designated. Basicinsurance does not include antomobile,
farm, and such types of manufacturing risks as may be excluded by the insurance
commissioner. , ) ) . ) .

(d) ““FAIR Plan’’ means an organization formed by insurers to assist applicants
in securing basic property insurance.

(¢) “‘Inspection agency” means the organizations designated by the FAIR Plan,
filed with the insurance commissioner, to make inspections as required under this
program and to perform such other duties as may be authorized by the FAIR Plan.

() “‘Premiums written’*means gross direct premiums charged during the preced-
ing calendar year with respect to property in this state on all policies -of basic
insurance and the basic insurance premium components of all multi-peril policies,
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as computed by the FAIR Plan, less return premiums, dividends paid or credited

to policyholders, or the unused or unabsorbed portions of premium deposits and

also excluding premiums attributable to the operation of the FAIR Plan. ' o
(8) “‘Commissioner”” means the insurance commissioner of the State of Con-

necticut, S T T

* (h) ‘‘Manager” means the general manager of the FAIR Plan appointed by the

governing committée to perform such duties as the committee may designate. -
(Effective September 25, 1992) ) ’ [

Sec. 38a-328-4. Inspection and reports

(a) Any person having an insurable interest in real or tangible personal property
at a fixed location shall be entitled to an inspection of the property ‘without cost to
the applicant if the FAIR Plan is (1) unwilling to write the coverage at regular rates
or (2) declines the application based on the physical condition of the property.

(b) The mannerand scope of the inspection of FAIR Plan risks shall be prescribed
by the FAIR Plan with the approval of the commissioner., g : _ :

(¢) An inspection report shall be made for each property inspected. The report
shall cover pertinent structural and occupancy features as well as the general condi-
tion of the building. A representative photograph of the property may be taken
during the inspection. o .

(d) During the inspection, the inspector may point out features of structures and
occupancy to the applicant or his Tepresentative which may result jn condition
charges if the risk is accepted. The inspector shall have no authority to advise if
the FAIR Plan will provide the coverage. .

(e) After inspection, a copy of the completed inspection report, and any photo-
graph, indicating the pertinent features of building, construction, maintenance, occu-
pancy, including any condition charges or surcharges imposed by inspection or
under the program, or under any substandard rating plan approved by the commis-
sioner shall be prepared. A copy of the inspection report shall be made available
to the applicant or his agent upon request. . .

. (Effective September 25, 1992)

Sec. 38a-328-5. Policy issuance . :

Upon determination by the FAIR Plan that an applicant is eligible for coverage,
or renewal of coverage, and upon receipt by the FAIR Plan of the full amount of
the required premium, the FAIR Plan shall issue a binding receipt and/or is§ue a
policy within' three working days. B

If a condition charge is made the applicant shall be provided with a statement
indicating the improvements necessary to remove the charge.

(Effective Septernber 25, 1992) ’

Sec. 38a-328-6, Assumption of liability

All liability of the FAIR Plan shall be assumed by its participating companies.
(Effective September 25, 1992) : : : ’

Sec. 38a-328-7. Joint underwriting organization :

. (a) A joint underwriting organization shall be created consisting of all insurers
licensed to write the lines of insurance written by the FAIR Plan. All such insurers
shall participate in the FAIR Plan. :

(b) Each participating company shall participate in the FAIR Plan’s writings,
expenses, profits and losses in the proportion that such member’s premiums written
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during the preceding calendar year bears to the aggregate of preminms written by
all members of the FAIR Plan,

(Effective September 25, 1992) .
Sec. 38a-328-8. Standard policy coverage and limits of liability

(a) All policies issued shall be limited to basic insurance on authorized policy
forms and approved amendatory endorsements. Each such policy shall be for a term

of one year.

(b) The limit of liability which may be placed through this program is subject
to the following special limits per location for coustruction, protection and class
of occupancy: :

(1) Habitational occupancy classes: Limits
(A) One, two, three or four family private dwelling build-
ing ... $350,000

ment dwelling unit and use therein . . . . .. .. .. ... . 75,000
(C) Public liability-one to three family. . . . . . .. . . 300,000

ings:

(A) Fire Resistive Construction. . . . . ... ... . .. 1,000,000
(B) Ordinary Masonry Construction . . . . .. ... .. 700,000
(C) Frame Construction. . . .. . ... ... .. ..,. 500,000
(3) All other occupancy classes with respect to contents:

(A) Fire Resistant Construction. . . " . ... ..... . 250,000
(B) Ordinary Masonry Construction . . .. .. .. ... 200,000
(C) Frame Construction. . . .. .. ........... 200,000

Note: The above content limits may be doubled in the case of sole occupancy.

(c) The foregoing limits may be increased upon approval of the governing com-
mittee. In no event shall the total amount of insurance exceed one million five
hundred thousand dollars on any single risk. The FAIR Plan will attempt to place
insurance up to the full insurable value of the risk to be insured, except to the extent
that deductibles, percentage participation clauses and other underwriting devices
are employed to meet special problems of insurability. .

(@) Policics written pursuant to this program shall be separately coded.

(Effective September 25, 1992; amended July 2, 2003)

Sec. 38a-328-9. Declinations

Applications for coverage shall bé declined where the property is determined to
be uninsurable because it fails to meet program standards. Such declinations shall
be furnished in writing to the applicant with a copy to the commissioner and shall
include a statement of the conditions which make the property uninsurable and the
measures, if any, which, if taken, would make the property insurable. Such statement
shall also inform the applicant of his right to appeal such determination by the FAIR
Plan and shall advise him of the means whereby such an appeal may be initiated.
Declinations for physical condition must be based on an inspection report,

(Effective September 25, 1992) .

Sec. 38a-328-10. Provisional binder. Estimated premium

(a) To prevent lapses of insurance coverage for risks eligible under the program,
before coverage has been made available or declined, the insurance requested,
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subject to all provisions of this program, will be automatically effective on the
twenty-first day following the date the application was received or such later date
requested by the insured on the application if:

(1) through no fault of the applicant, coverage has not been either offered or
denied within twenty calendar days after the date the request for inspection was
received, and

(2) the applicant, at any time prior to the receipt of a report indicating that the
property is uninsurable, pays the estimated annual premiuvm.

(b) Manual rates shall be used in developing the estimated annual premium which
shall be subject to an appropriate premium adjustment, based or an inspection of
the property.

(Effective September 25, 1992)

Sec. 38a-328-11. Program standards

(a) It is the intent of the program to make basic insurance available to applicants
who in good faith request coverage for eligible properties which meet program
standards.

{b) The occurrence or presence of any of the following conditions constitutes
failure to meet program standards and shall provide a basis for declination, cancela-
tion, or non-renewal of an application, binder or policy:

(1) Vacancy or unoccupancy of the property for sixty (60) days or more, other
than for rehabilitation purposes, provided however, a building shall not be deemed
vacant or unoccupied unless at least 75% of owner occupied family dwellings
of not more than three families or at least 65% of any other building is vacant
or unoccupied.

(2) Existing substantial damage which the applicant or insured has failed or
refused to repair.

(3) Failure to pay real estate taxes on the property for two (2) years or more.

(4) Failure, within the insureds control, to furnish heat, water, or public lighting
for 30 days or more. ,

(5) Failure within a reasonable time to correct conditions dangerous to life, health
or safety including but not limited to conditions resulting from overcrowding or
excessive rubbish or flammable materials.

(6) As respects commercial properties, failure to provide protective devices
required by law.

(7) Conviction of any person with a financial interest in the property of fraud
or incendiarism.

(8) Loss history of the applicant. The frequency, severity, circumstances of the
loss(s), and the number and value of the properties insured shall be considered.
Each declination, non-renewal, or cancellation based on loss history must be subject
to approval by the Governing Committee.

(9) Material misrepresentation concerning this insurance or the subject thereof,

(10) Abandonment of the property or removal of heating or plumbing equipment
or fixtures.

(11) Non-payment of premium by the insured.

(12) Where the FAIR Plan has received reliable information that the property
will be intentionally damaged or destroyed for the purpose of collecting the insur-
ance proceeds.

(13) Buildings on which because of their physical condition there is an outstanding
order to vacate, an outstanding demolition order or which have been declared
unsafe in accordance with applicable law, Neighborhood or area location or any
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environmental hazard beyond the control of the property owner shall not be deemed
to be acceptable criteria for declination, cancellation, or non-renewal of a risk.
(Effective September 25, 1992)

Sec. 38a-328-12. Rates
Promptly following each inspection, rates shall be promulgated for each risk in

accordance with rating plans filed with the commissioner.
(Effective September 25, 1992) .

Sec. 38a-328-13. Declination, non-renewal or canceflation

(a) The FAIR Plan may issue a notice of declination, cancellation or non-renewal
based only on the occurrence or presence of any of the conditions or circumstances
set forth in Section 38a-328-11 (b) of these regulations.

(b) The FAIR Plan shall send by registered or certified mail or by mail evidenced
by a certificate of mailing, or delivered to the named insured at the address shown
in the policy, at least sixty (60) days advance notice of its intention not to renew.

(c) Each notice of cancellation or non-renewal shall specify the reason therefore
and the FAIR Plan shall give prior written notice as follows: ’

(1) For each canceliation based on non-payment of premium, 10 days prior
written notice. »

(2) For each cancellation based on sub-division (1), (7), (10), (12), or (13) of
sub-section (b) of Section 38a-328-11, not less than five (5) days prior written notice
to the named insured at the address shown on the policy by registered or certified mail.

(3) For each cancellation based on a reason other than sub-division (1) or (2) of
Section 38a-328-13 (c), the FAIR Plan-shall give notice as required by Section 38a-
307 of the Connecticut General Statutes, =

(d) Each notice-of declination, cancellation or non-renewal shall be accompanied
by a statement explaining the applicant or insured’s right of appeal to-the manager
of the FAIR Plan and the procedures that will -govern such an appeal. ‘

(Effective September 25, 1992) : -

Sec. 38a-328-14. Right of appeal .

(a) An applicant or insured may appeal any adverse ruling.or decision of the
Fair Plan to the manager of the Fair Plan, by making written notice of appeal to
the manager. Such appeal shall be made within thirty (30) days of the date of the
mailing of the adverse ruling or decision of the Fair Plan. The manager of the Fair
Plan, shall within fifteen (15) days of receipt of the written notice of appeal, decide
the ‘matter under appeal and notify the applicant or insured in writing of his or
her decision. ' - - : S .

(b) An applicant or insured may appeal the decision of the manager of the Fair
Plan to the Insurance Commissioner within thirty. (30) days from the date of the
mailing of the decision of the Fair Plan manager, in accordance with the Insurance
Department Rules of Practice. ' : ’

(Effective May 25, 1993)

Sec. 38a-328-15. Commissions

Commissions under the program shall be ten percent of the premium which shall
include condition charges and shall be paid to the licensed producer designated by

the applicant. - .
(Effective September 25, 1992)
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(b) The committee shall be empowered to appoint a manager, who shall serve
at the pleasure of the committee, to budget expenses, levy assessments, disburse

funds and perform all other duties provided herein or necessary or incidental to the

proper administration of the program.
(c) The manager shall prepare an annual operating budget which shall be subject

to approval of the committee.

(d) The committee shall furnish to all insurers and to the commissioner a written
report of operations annually in such form and detail as the committee may determine.
The FAIR Plan shall submit to the commissioner periodic reports setting forth the
number of requests for inspection, the number of risks inspected, the number of
risks accepted, the number of risks declined and reinspections made together with
such other information as the commissioner may request.

(Effective September 25, 1992)

Sec. 38a-328-19. Termination of the program

This program shall continue indefinitely but in no event shall be of any force '
and effect after the expiration of the Urban Property Protection and Reinsurance
Act of 1968 and a determination by the commissioner after consultation with the
insurance industry that the program is no longer needed, or at such earlier date at
which the program provided hereunder shall no longer qualify for riot or civil
disorder reinsurance under the Urban Property Protection and Reinsurance Act and
the commissioner after consultation with the insurance industry determines that the
program is no longer needed. Notwithstanding the foregoing, any obligations
incurred by the FAIR Plan shalt not be impaired by the expiration of the program and
such FAIR Plan shall be continued, for the purpose of performing such obligations.

(Effective September 25, 1992) ’ '

Sec. 38a-328-20. Public education
The FAIR Plan will carry on a continuing public education program, in cooperation
with participating insurers and producers to assure that the program receives adequate

public attention.
(Effective September 25, 1992; amended June 26, 1997)
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Sec. 38a-328-16. Administration

This program shall be administered by-a governing committee (hereinafter referred
to as the committee) of the FAIR Plan and operated by a manager appointed by
the committee. The committee shall include ex-officio, the insurance commissioner
or his designee, one representative of each of the following groups and one member
selected by the committee and approved by the commissioner:

American Insurance Association i

Alliance of American Insurers

National Association of Independent Insurers

All other stock insurer§ o

All other nonstock insurers

Not more than one insurer under the same management or ownership shall serve
on the committee at the same time. The ex-officio member shall not vote on matters
before this committee. :

(Effective September 25, 1992)

Sec. 38a-328-17. Annual and special meetings

(1) There shall be an annual meeting of the insurers on a date fixed by the
committee. The three aforementioned associations shall designate or elect their
representatives to the committee. The two nonassociation groups ‘of companies
represented on the committee as provided in section 38-114f-15 shall elect their
respective representatives by majority vote counted ona weighted basis in accordance
with each insurer’s premiums written and the aggregate premiums written for all
insurers in the respective groups of companies: Representatives on‘the committee
shall serve for a period of one year or until successors are elected or designated.

(2) A special meeting may be called at such time and place designated by the
committee or upon the written request to the committee of any ten insurers, not
more than one of which may be ina group under the same management or. ownership.

(3) Twenty .days’ notice of such annual or special meetings shall be given in
writing by the committee to insurers. A majority of the insurers shall constitute a
quorum. Voting by proxy shall be permitted. Notice of any meeting shall be accompa-
nied by an agenda for such meeting. o

(4) Any matter, including amendment of this -program, may bé proposed and
voted upon by mail, provided such procedure is unanimously-authorized by the
members of the committee present and voting at any meeting of the committee. If
so.approved by the committee, notice of any proposal shall be mailed to the insurers
not less than twenty days prior to the final date fixed by the committee for
voting thereon, : : N . S o

.(5) At any regular or special meeting at which the vote of the insurers is or may

be required on any proposal, including amendment to the program, or any. vote of
the insurers which may be taken by mail on any proposal, such, votes shall be cast
and counted on a weighted basis in accordance with each insurer’s preminms written.
A proposal shall become effective when approved by at least two-thirds of the votes
cast on such weighted basis. - T T N

(6) Any amendment of the program shall be subject to approval by the commis-
sioner.

(Effective September 25, 1992)

Sec. 38a-328-18. Duties of the committee . B

(a) The committee shall meet as often as may be required to perform the general
duties of administration of the program or on the call of the commissioner. Four
insurers of the committee shall constitute a quorum. - :

—

(



	Authority To Regulate Underwriting Guidelines In The Northeast
	Connecticut FAIR Plan

